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Consumers Mlinols Water Company
Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Appreach
Line Proxy Group of Thirteent
Proxy Group of Seven C. A. Uitilities Selected on the Basis
No. Tumer Water Companies of Least Relative Distance

1. Prospective Yield on Aaa Rated

Corporate Bonds (1) 63 % 83 %
2. Adjustment to Reflect Yield Spread

Between Aaa Rated Corporate

Bonds and A Rated Public _

Utility Bonds 0.9 (2) 08 (2)
3 Adjusted Prospective Yield on A Rated

Public Utility Bonds 7.2 % 72 %
4. Adjustment to Reflect Bond

Rating Difference of Proxy Group 00 (3) 0.0 (3)
5. Adijusted Prospective Bond Yield 7.2 7.2
6. Eqguity Risk Premiurm (4) 52 5.5
7. Risk Premium Derived Common .

Equity Cost Rate 12.4 % 12.7 %

Notes: (1} Derived in Note (3) on page & of this Schedule.

{2) The average yield spread of A rated public utifity bonds over Aaa rated corporate bonds of
0.89%, rounded to 0.9% from page 4 of this Schedule.

{3) No adjustment necessary as the average Moody's bond rating of the proxy group is AZ.
(4} From page 5 of this Schedule.
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Consumers lllinois Water Company
Comparison of Bond Ratings and Business Profile for
the Proxy Group of Seven C. A. Tumer Water Companies and

the Proxy Group of Thirteen Utilities Selected on the Basis of L east Relative Distance

April 2003 April 2003 Standard & Poor's
Moody's Standard & Poor's Business Pesition
Bond Rating Bond Rating / Profile {2}
Bond Numericat Bond Numerical
Rating Weighting (1) Rating Weighting (1)
Proxy Group of Seven
C. A. Turer Water Companies
American States Water Co. (3) A2 6 A+ 30
Artesian Resources, Inc. NR .- NR -- .-
California Water Service Group (4) Al 5. At 5 30
Middiesex Water Company A2 6 A+ 5 30
Philadelphia Suburban Cerp. (5} NR -- AA- 4 20
Southwest Water Company NR -- NR .- .-
York Water Company NR -- NR -- .-
Average A2 5.7 At 48 28
Proxy Group of Thirteen Utilities Selected
on the Basis of Least Relative Distance
AGL Resources, Inc. (6) A3 7 A- 7 20
American States Water Co. (3) A2 6 A+ 5 30
Califomnia Water Service Group {4) A1 5 A+ 5 3.0
Cleco Corperation {7} A3 7 BBB+ B 50
DPL Inc. (8) A2 8 BBB 2 40
Middlesex Water Company A2 6 A+ 5 30
Northwest Natural Gas Co. Az 6 A 6 30
Philadelphia Suburban Corp. (5) NR -- AA- 4 20
Public Service Enterprise Group, Inc. (9) A3 7 A- 7 30
Southem Company (10) Al 5 At 5 40
TECO Energy, Inc. (11} A3 7 BBE 8 40
WPS Resources Corporation (12) Aal 2 AA- 4 40
York Water Company NR -- NR -- --
Average A2 5.8 A 6.2 33

Notes: {1) From page 3 of this Schedule.

(2) From Standard & Poor's Utilities & Perspectives, Global Utllities Ratings Service, Vol. 12, No. 17, April
28, 2003.

{3} Ratings and business profile are those of Southem California Water Company

(4} Ratings and business profile are those of California Water Service Company.

(5) Ratings and business profile are those of Pennsylvania Suburban Water Company.

{6) Ratings and business profile are those of Aflanta Gas Light Company.

{7 Ratings and business profile are those of Cleco Power LLC.

(8) Ratings and business profile ara those of Dayton Power & Light Company.

{8) Ratings and business profile are those of Public Service Eiectric & Gas Company.

{10) Ratings and business profile are a composite of these of Alabama Power Co., Georgia Power Co., Guif
Power Co., Mississippt Power Co., and Savannah Electric & Power Co.

{110 Ratings and business profile are those of Tampa Electric Company.

(12) Ratings and business profile ara those of Wiscensin Public Service Company.

Source of Information: Moody's Invastors Service
Standard & Poor's Global WHilities Rating Service




Exhibit No. 3

Schedule 13
Page 30f9
Consumers lllinois Water Company
Numerical Assignment for
Moody’s and Standard & Poor's Bond Ratings
Moody's Numerical Standard & Poor's
Bond Rating Bond Weighting Bond Rafing
Aaa 1 AAA
Aal 2 AA+
Aaz 3 AA
Aa3 4 AA-
Al 5 A+
A2 5] A
A3 7 A-




Moody's
Comparison of Interest Rate Trends
for the Twelve Months Ending March 2003 (1

Spread - Corparate v, Public Utility Bends

Spread - Public Utility Bonds

Corporate Aa (Pub. A (Pub. Util) Baa (Pub.
Bonds Public Utifity Bonds Util.) over over Aaa Util.) over
Years Aaa Rated Aa Rated A Rated Baa Rated Aaa (Corp.) ~(Corp.) Aag (Corp.) A over Aa Baa over A
April-02 876 % 738 % 757 % 826 %
May-02 675 7.43 7.52 8.33
June-(2 664 7.33 742 8.26
July-02 6.53 7.22 731 807
August-02 6.37 710 747 7.74
September-02 6.15 6.95 7.08 762
October-()2 6.33 7.07 7.23 8.00
November-02 6.31 703 7.14 776
December-02 6.21 6.94 7.07 761
January-03 6.17 6.87 7.07 747
Februaty-03 595 6.66 6.53 717
March-03 5.89 6,56 6.79 7.05
Average of Last
3 Months 6.00 % 670 % 6.93 % 723 % 070 % 093 % 123 % 023 % 030 %
Average of Last
8 Months 6.14 % 6.86 % 7.04 % 751 % 072 % 080 % 137 % 018 % 047 %
Average of Last
12 Months 634 % 7.05 % 7.19 % 7.78 % 0.71 % 085 % 1.44 % 0.14 % 052 %
0.18 % 045 %

Average Spread (2) 071 % 089 % 1.35 %

Notes: (1} All yields are distributed yields.
{2) Equal weight has been given to the 12-month average, &-month average,
and 3-month average. This provides recognition of current conditions,
but does not place undue emphasis thereon.

Source of Information: Mergent Bond Record
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. Consumers llinois Water Company
Judgment of Equity Risk Premium for
the Proxy Group of Seven C. A. Turner Water Companies and
the Proxy Group of Thirteen Utilities Selected on the Basis of [_east Relative Distance

Proxy Group of Thirteen Utilites
Line Proxy Group of Seven C. A. Selected on the Basis of Least
No. Turner Water Companies Relative Distance
1. Calcuiated equity risk
premium based on the
total rmarket using :
the beta approach (1) 5B % 6.4 %
2. Mean equity risk prermium
based on a study
using the holding period
returns of pubiic utilities
with A rated bonds (2) 45 45
3. Average equity risk premium 52 % 55 %
. Notes: (1) From page 6 of this Schedule.
(2) From page 8 of this Schedule.




Line

Consumers llinois Water Company

Derivation of Equity Risk Premium Based on the Total Market Approach

Pxhibit No. 3

Using the Beta for the Proxy Group of Seven C. A. Tumer Water Companies and
the Proxy Group of Thirteen Ulilities Selected on the Basis of L east Relative Distance

Arithmetic mean total retumn rate on
the Standard & Poor's 500 Composite
index - 1926-2002 (1)

Arithmetic mean total return rate on
the Salomon Brothers Long-Term

High-Grade Corporate Bond index
1926-2002 (1}

Historical Equity Risk Premium

Forecasted 3-5 year Total Annual
Market Return (2)

Prospective Yield an Aaa Rated
Corporate Bonds (3)

Forecasted Equity Risk Premium

Average of Historical and Forecasted
Equity Risk Premium (4)

Adjusted Value Line Beta (5)

Beta Adjusted Equity Risk Premium

Schedule 13
Page 6of 9
Proxy Group of Thirteen
Utilities Selected on the
Proxy Group of Seven C. A. Basis of Least Relative
Tumer Water Companies Distance
122 % 122 %
6.2 (6.2}
. 8.0 % 6.0 %
186 % 18.6 %
(6.3) (6.3}
123 % 12.3 %
92 % 9.2 %
063 D.70
5.8 % 6.4 %

Oy —————

Notes: (1) From Stocks, Bonds, Bills and inflation - 2003 Yearbook Valuation Edition, ibbotson Associates, Inc.,
Chicago, IL, 2003. -

{2) From Note 1, page 4 of Schedule 13 of this Exhibit,

{3} Average forecast based upon six quarterly estimates of Aaa rated corporate bonids per the consensus
of nearly 50 economists reported in Blue Chip Financial Forecasts dated May 1, 2003 (see page 7 of
this Schedule). The estimates are detailed below.

Second Quarter 2003 5.9 %
Third Quarter 2003 6.0
Fourth Quarter 2003 62
First Quarter 2004 6.4
Second Quarter 2004 6.6
Third Quarter 2004 6.7
Average 6.3 %
{4) Average of the Historical Equity Risk Premium of 5.0% from Line No. 3 and the Forecasted Equity Risk
. Premium of 12.3% from Line No. 6 ((6.0% + 12.3%) / 2 = 9.15%, rounded to 9.2%}.

(5} From page 9 of this Schedule.
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions'

History Consensus Forecasts-Quarterly Avg.
-—---Average For Week Ending---—  ----Average For Month---- LatestQ | 20 3Q 4Q 1Q 2@ 3Q

interest Rates Apr. 18 Aprll Apr4 Mar28 Mar.  Feb. Jan. 102003 [ 2003 2003 2003 2004 2004 2004
Federal Funds Rate 1.27 £.23 1.28 1.22 1.25 1.26 1.24 1.25 1.2 1.2 1.4 1.7 21 26
Prime Rate 425 4.25 425 425 425 4.25 425 4.25 42 42 44 47 51 56
LIBOR, 3-mo. 1.32 1.29 1.28 [.29 1.29 1.34 1.37 1.33 1.3 14 16 1.9 24 28
Commercial Paper, 1-mo. 1.21 1.22 1.21 1.23 1.2 124 1.25 1.23 1.3 L3 L.s 1.8 23 27
Treasury bill, 3-mo. 1.18 1.15 1.12 1.17 1.15 1.19 1.19 1.18 1.2 1.2 14 L7 212 26
Treasury biil, 6-mo. 1.21 1.16 1.11 1.18 118 1.20 1.22 1.19 1.2 1.3 L5 % 23 28
Treasury bill, 1 yr. 1.33 1.25 1.19 1.27 1.24 1.30 1.36 1.30 1.4 1.5 LT 21 26 1o
Treasury note, 2 yr. §.70 1.61 1.54 1.65 1.57 1.63 1.74 1.65 1.7 LY 22 26 30 34
Treasury note, 5 yr. 2.98 2.92 2.84 293 2.78 2.90 3105 2.91 3.0 3.1 34 37 490 43
Treasury note, 10 yr. 3.99 3.97 3.90 3.96 38 390 405 392 4.0 4.1 44 46 48 51
Treasury Long-Term Avg.  5.02 5.04 4.99- 5.04 4.90 493 5.07 4.97 50 5.1 53 54 54 5.7
Corporate Aaa bond 5.80 5.81 5.81 594 5.89 595 6.17 6.00 59 60 62 64 066 6.7
Corporate Baa bond 6.89 6.93 6.91 6.97 6.95 7.06 7135 7.12 7.0 7.1 7.2 7.4 7.6 7.7
State & Local bonds 4.74 4.76 4.79 484 476 4.81 4.90 4.82 48 48 S50 51 5.2 54
Home mortgage rate 5.82 5.85 5.79 5.91 5.75 5.84 592 5.84 59 60 62 64 66 68
History Consensus Forecasts-Quarterly Avg,

2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q z2Q 3 4Q 10 20 3Q

Key Assumptions 200F 2001 2001 2002 2002 2002 @ 2002 2003 | 2003 2003 2003 2004 2004 2004
Major Currency Index 1053 1044 105.3 108.2 1044 1000 100.0 95,1 944 9401 94T 947 951 953
Real GDP -1.6 -0.3 27 5.0 1.3 4.0 i4 1.6 2.2 3.2 36 3.6 3.7 36
GDP Price Index 25 22 -0.5 1.3 1.2 1.0 1.6 2.5 1.8 1.6 L7 19 20 20
onsumer Price Index 32 0.9 -0.7 1.4 34 22 2.0 38 2.2 1.9 2+ 23 23 23

individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federal Reserve Release (FRSR) H.15, LIBOR quotes
available from The Wall Street Journal. Definitions reported here are same as those in FRSR H.15. Treasury yields are reported on a constant maturity basis. Historical data for
the U5, Federal Reserve Board's Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index are from the Bureau of Eco-
nomic Analysis (BEA). Consurmer Price Index {CPI} history is from the Department of Labor’s Bureaw of Labor Statistics {BLS)

U.S. Treasury Yield Curve
Week ended April 18, 2003 and Year Ago vs.
2Q 2003 and 3Q 2004 Consensus forecasts

!’i
Basis Points

6.50
Year Ago 5.00
W eek snded 4/18/03 850
—— Consensus 3Q 2004 .+ 5' 00
—t— Consensus 20 2003 4.50
‘g 4.00
s 3.50
" 3.00
2.50
2.00
. 1.80
1.00 t + + + + + 1.00

3mo &mo 1yr 2y 5yr 10yr  L-T Avg.

Maturities
Corporate Bond Spreads
Asg of week ended April 18, 2003
400 - 400
3751 £ ars
asa 3 Baa Corporate Bond Yield J 3s0
225 3 minus 10-Year T-Bond Yigld + 325
3o0 3 - 300
275 } £ 275
250 1 R + 250
225 1 T 225
200 T o 200
1753 ¥ 175
150 T 150
125 3 [ 125
100 4 4 100
;g 1 Ama Corporate Bond Yield T _’5'(53
23 minus 10-Year T-Bond Yield j e
o] + } } } + +—L 0
1997 1598 1999 2000 2001 2002 2003

U.S. 3-Mo. T-Bills & L.-T Avg. Yield

{Quarterly Average)

Blue Chip
History

Forecasis

7.50 = 7.50
7.00 3 Treas. Long-term f700
6.50 4 Avg. Yiekd. [ 6.50
6.00 ¥ . : + 6.00
550+ TS E 5,50
5.00 ¢ ’ + 5.00
=4.50 + - + 4.50
4004+ T 4.00
E 3501 T 3.50
3.00 ¥ 3A-Month Treasury 200
250 + bl + 250
200 F Bill Yield Consensus £ 200
1.50 + 4 1.50
1003 Consensus T 1.00
0.50 4=ttt i1 + -+ 0.50
' 1Q 10 1Q 1Q 1Q 1Q G 1 1Q
1996 1997 1998 1999 2000 2001 2002 2003 2004
U.S. Treasury Yield Curve
As of week ended April 18, 2003

375 4 - 375
aoo 1 1C_l Year T-Bond Yue_ld ) j; 300
275 minus 3-Month T-Bill Yield L 275
250 3 + 250
225 3 + 225
w 2003 + 200
£ 1753 + 175
& 150 4 + 150
& 125 % £ 125
% 100 3 + 100

& 753 £ 75

50 <+ F S0

253 E 25

D 'l i : 1. - 0

253 ¥ -25

-50 3 + -50

75 3 + 75

-100 -100
1957 1998 1999 2000 2001 2002 2003




Exhibit No. 3
Schedule 13
Page 8 of 9

Consumers lliinois Water Company
Derivation of Mean Equity Risk Premium Based on a Study

Using Holding Period Returns of Public Utilities

Cver A Rated
Public Utility Bonds
ALS Consultants -
Line Utility Services
No. Study (1)
i
Time Period ' 1928-2001
1. Arithmetic Mean Holding Period
Returns {2):
Standard & Poor's Public
Liility Index 11.1 %
2. Salomon Brothers Long-Term
High-Grade Corporate Bond Index {(6.1)
3. Equity Risk Premium 50
4. Adjustment to reflect yield spread
between A rated public utility
bonds and bonds used in the
study (0.9 (3)
5. Adjusted Equity Risk Premium 4.5 %

Notes: (1)  S&P Public Utility Index and Long-Term Corporate Bonds (Salomon
Brothers Long-Term High-Grade Corporate Bond Index year-by-year
total returns 1928-2001, AUS Consultants - Utility Services, 2002.

(2) Holding period retums are calculated based upon income received
{dividends and interest) plus the relative change in the market value
of a security over a one-year holding period.

(3) Spread calculated as the difference in the arithmetic mean yields on
A rated public utility bonds of 6.62% and Aaa and Aa rated corporate
bonds of 6.15% used as a proxy for the Salomon Brothers Long-
Term High-Grade Corporate Bond Index for the years 1928-2001,
inclusive, 0.47%, rounded to 0.5%.
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. Consumers lllinois Water Company
Value Line Adjusted Betas for
the Proxy Group of Seven C. A. Tumer Water Companies and
the Proxy Greoup of Thirteen Utilities Selected on the Basis of Least Relative Distance

Value Line
Adjusted
Beta
Proxy Group of Seven
C. A. Turner Water Companies
American States Water Co. 0.60
Artesian Resources Corp. NA
California Water Service Group 0.60
Middlesex Water Company NA
Philadelphia Suburban Corp. 0.70
Southwest Water Company NA
York Water Company NA
Average 0.63
Proxy Group of Thirteen
Utilities Selected on the Basis
of Least Relative Distance
AGL Resources, Inc. 0.75
. American States Water Co. ' 0.60
California Water Service Group 0.60
Cleco Corporation 0.85
DPL Inc. 0.80
Middlesex Water Company NA
Northwest Natural Gas Co. 0.60
Philadelphia Suburban Corp. 0.70
Public Service Enterprise Group, Inc. 0.70
Southern Company NMF
TECO Energy, Inc. 0.75
WPS Resources Corporation 0.865
York Water Company _ NA
Average 0.7

NA = Not Available
NMF = No Meaningful Figure

Source of Information; Value Line Investment Survey,

March 7, March 21, April 4, and May 2,
2003, Standard Edition
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. Consumers llinois Water Company
of the Capital Asset Pricing Model! for
the Proxy Group of Seven C. A. Turmer Water Companies and
the Proxy Group of Thirteen Utiliies Selected on the Basis of Least Relative Distance
Line Proxy Group of Thirteen
Proxy Group of Seven C. A, Utilities Selected on the Basis
No. : Turner Water Companies of Least Relative Distance
Traditiohal Capital Asset Pricing Model

1. Risk-Free Rate (1) 54 % 54 %
2. Average Company-Specific

Market Premium (2} 6.4 ) 7.1
3. Capital Asset Pricing Model

Derived Company Equity

Cost Rate 11.8 % 125 %

Empirical Capital Asset Pricing Model
4. Risk-Free Rate (1) 54 % 54 %
5. Average Company-Specific
. ' Market Premium (3) 7.3 7.8

6. Capital Asset Pricing Model

Derived Company Equity

Cost Rate ' 12.7 % 13.2 %
7. Conclusion 12.3 % 129 %

Notes: (1} Developed in note 2 of page 3 of this Schedule.
{2) Developed on page 2 of this Schedule.
{3) Developed on page 3 of this Schedule.
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Consumers lllinois Water Company
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model
Company-Specific CAPM Result
Value Line Risk Premium inciuding
Adjusted Based on Market Risk-Free
Beta Premium of 10.1% (1) Rate of 5.4% (2)
Traditional Capital Asset Pricing Model (3}
Proxy Group of Seven
C. A. Tumer Water Companies
Ametican States Water Co. 0.60 6.1 % 115 %
Artesiah Resources Corp. NA NA NA
California Water Service Group 0.60 6.1 115
Middlesex Water Company NA NA NA
Philadelphia Suburban Corp. 070 71 125
Southwest Water Company NA NA NA
York Water Company NA NA NA
Average 0.63 6.4 % 11.8 %
Proxy Group of Thirteen Utilities
Selected on the Basis of
Least Relative Distance
AGL Resources, Inc. ' 075 76 % 130 %
American States Water Co. 0.60 6.1 1.5
California Water Service Group 0.60 6.1 1156
Cleco Corporation 0.85 88 140
DPL Inc. 0.80 8.1 135
Middlesex Water Company NA NA NA
Northwest Natural Gas Co. 0.60 6.1 115
Phitadelphia Suburban Corp. .70 71 125
Public Service Enterprise Group, Inc. 070 71 125
Southemn Company NMF NA NA
TECO Erergy, Inc. 075 76 130
WPS Resources Corporation 065 66 120
York Water Company NA NA NA
Average 0.70 71 % 12.5 %

See page 4 for notes.
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Consumers [llinois Water Company
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Mode!
Company-Specific CAPM Result
Value Line Risk Premium Including
Adjusted Based on Market Risk-Free
Beta Premiumof 10.1% (1) Rateof 54% (2
Empirical Capital Asset Pricing Model (5)

Proxy Group of Seven
C. A. Tumer Water Companies
American States Water Co. 0.60 7.1 % 125 %
Artesian Resources Corp. NA NA NA
California Water Service Group 0.60 71 12.5
Middlesex Water Company NA NA NA
Philadelphia Suburban Corp. .70 7.8 13.2
Southwest Water Company NA MA NA
York Water Company NA NA NA

Average 0,63 73 % 127 %
Proxy Group of Thirteen Utilities
Selected on the Basis of
Least Relative Distance
AGL Resources, Inc. 0.75 82% . 13.6 %
American States Water Co. 0.60 71 125
California Water Service Group 0.60 7A 125
Cleco Corporation 0.85 90 14.4
DPL Inc. 0.80 86 140
Middlesex Water Company NA NA NA
Northwest Natural Gas Co. 0.60 71 15
Philadelphia Suburban Corp. 0.70 7.8 13.2
Public Service Enterprise Group, inc. 070 78 13.2
Southern Company NMF NA NA
TECO Energy, Inc. 075 82 136
WPS Resources Corporation 065 74 12.8
York Water Company NA, NA NA

Average 0.70 7.8 % 131 %

See page 4 for notes.
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(1)

2
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Ceonsumers llingis Water Company
Development of the Market-Required Rate of Return on Commen Equity Using
the Capital Asset Pricing Model for
the Proxy Group of Seven C. A. Tumer Water Companies and
the Proxy Group of Thirteen Utilities Selected on the Basis of Least Relative Distance
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Retum

From the twelve previous month-end May. ‘02 — Apr. '03), s well as a recently available (May 2, 2003), Value Line
Summa)g & Index, a forecasted 3-5 year total annual market retum of 18.6% can be derived by averaging the 12-
month, 6-month, 3-month and spot forecasted total 3-5 year total appreciation, converting it into an annual market
appreciation and adding the Value Line average forecasted annual dividend yield.

The 3—% year average total market appreciation of 84% produces a four-year average annual return of
16.47% {{1.847°) - 1). When the average annual forecasted dividend yield of 2.15% is added, a total average market
return of 18.62% (2.15% + 16.47%), rounded to 18.6%, is derived.

The 12-month, 6-month, 3-month and spot forecasted total market return of 18.6% minus the risi-free rate of
5.4% (developedin Note 2} is 13.2% (18.6% - 5.4%). The Ibbotson Associates calculated market premium of 7.0%
for the period 1926-2002 resutts from a total market retum of 12.2% less the average income return on long-term
LS. Government Securities of 5.2% (12.2% - 5.2% = 7.0%). This is then averaged with the 13.2% Value Line
market premium resulting in a 10.1%, market premium. The 10.1% market premium is then muliiplied by the betain
column 1 of page 2 of this Schedule.

Average forecast based upon six quarterly estimates of long-term Treasury Bond yields per the consensus of nearly
50 economists reported in the Blue Chip Financial Forecasts dated May 1, 2003 (see page 7 of Schedule 13 of this

Exhibit). The estimates are detailed below:
Long-Term
Treasury %ond Yield

Second Quarter 2003 5.0%
Third Quarter 2003 5.1
Fourth Quarter 2003 53
First Quarter 2004 54
Second Quarter 2004 56
Third Quarter 2004 57
Average 24%

The traditional Capital Asset Pricing Mode! (CAPM) is applied using the following formula:
Rs=Rr+ B (Rm-Rr)

Where Rg = Return rate of common stock
Rf = Risk Free Rate
B = Value Line Adjusted Beta
Rwm = Return on the market as a whole

The empirical CAPM is applied using the following formula;
Rs=Rp+.25(Rm -Rr )+ 758 (Rw - R )
Where Rs = Return rate of common sfock

Rr = Risk-Free Rate

B = Value Line Adjusted Beta
Rw = Return on the market as a whole

NA = Not Available
NMF = No Meaningful Figure

Source of Information: Value Line Summary & index
Blue Chip Financial I%orecasts. May 2, 2003

Value Line Investment Survey, March 7, March 21, April 4, and May 2, 2003, Standard Edition
Stocks, Bonds, Bills and Infiaion — Valuation Edition 2003 Yearboolk
Ibbotson Associates, Inc., Chicago, Il
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Comparable Eamings Analysis
for a Proxy Group of Ninety-Six NonUtillty Companies Camparable ta

Rats of Retumn on Net Worth )
Proxy Group of Ninaty-Six Non-Utility Residual Standard o SyesrAverage () 5-Ydar Projected (3)
Corrpanles Companable ta tha Proxy Group of Adj. Unnd]. Standard Deviation Student's Student's
Seven C. A Tumer Yater Companies {1) Bata Beta Emor of Bata 1998 1898 2000 2001 2002 Percant T-Test Parcent T-Test
McChatehy Co. 0,80 088 3.8007 0.0833 7.8 9.4 93 [X] 115 E 48 0.81) 11.0 .69}
Minerals Techn. 0.80 Q.08 4.0589 0.0998 17 12.8 126 102 8.1 113 (0.55) 1.8 .61}
Murphy OIl Carp. .63 o.r2 4.1054 £.1008 45 84 242 17.8 B¢ 12.4 (0. 44) 2.0 (0.54)
Newek Rubbsrmaid 0.85 072 4.7630 0.1174 167 17.2 185 13.% 205 17.2 0.05 195 0.53
Northrop Grumman 0.80 438 44427 0.1081 110 148 159 EX] 49 10.4 (0.64) .0 (0.89)
Occidenisl Petraleum 0.80 0.59 3.7936 £.0831 a2 7.3 e pX:} 160 € 15.8 0.11) 13.0 {0.40)
Oxford Inds. 0.80 0.5 4.2335 €.1039 154 174 14.3 a1 8.0 124 {0.44) 1220 {0.54)
PepslAmericas inc. 0.7 0.59 4.3190 01080 18.1 8.2 58 83 90 £ 9.3 (0.76} 6.5 {1.33}
PepsiCo Ine. .85 0.46 3.8798 0.0852 275 6.8 3041 e 35 E 308 1.45 385 4) 338
Procter & Gamble G.60 0.35 4.5773 0.1124 30.8 344 344 66 369 34.8 1.83 275 167
Gueker Chamical a.75 0.80 3.8801 0.08562 18.2 9.0 0.2 16.8 16.0 E 17.8 .09 25 [R: ]
RPM Intl 0.80 0.88 48561 01943 16.5 427 122 9.4 11.8 124 {0.44} 120 {0.54)
Rakorp Holdings Q.85 0.41 4.1730 0.1024 10.4 11.2 1068 g9 123 10.8 (0.58) 120 {0.54)
Reynolds & Reynolds .80 0.66 45121 21184 281 %8 25 209 LX) 247 082 3490 260
Riviena Foods 0.50 020 4,1423 0.1017 16.4 18.6 136 14.4 153 167 0.00 15.0 9.11}
Rollins inc. 075 081 3.8751 0.0951 4.0 10.9 122 19.8 298 182 (0.15) 205 4 0.67
Ruddick Corp, 0.79 .51 4.2290 0.1038 114 114 108 10.8 123 "3 (0.55) 1.5 (0.81}
Ryan's Family 0.75 0.55 4.5544 0.1118 14.4 147 143 14.2 15.7 14.8 (0.13) 135 {0.33)
SUPERVALL ING. 0.80 985 4.7035 0.1155 147 127 132 128 130 E 132 (038} 13.5 {0.33)
Sehuirman (A.) 0.60 037 47811 0.1189 142 13.4 "y 39 8.0 10.4 (0.84) 125 {0.47)
Esiective Ing. Group 0.75 {2.55 3.9875 0.0979 8.6 8.4 48 4.5 80 E B.Y {(1.02) 105 {0.76)
ServiceMaster Ca. 0.75 D58 4.4438 01091 18.8 18.6 15.9 94 138 E 158.5 ©.12) 185 0.10
Sigma-Aldrich 0.75 0,34 45884 9.9128 127 1.8 1682 174 147 14.8 @.18) 18.9 4.31
Sucker (J.M.) Q.60 039 3.8836 0.0853 116 114 134 122 B5E 11.4 (0.54) 8.5 (0.80)
Standard Reglster 0.80 0.84 4 5758 01123 1.4 10.3 74 87 148 9.4 (0.74) 155 (0.04)
Stangax InfY 0.75 058 4.1687 01023 193 188 185 145 1.4 165 (0.0 1749 017
Steak n Shake 0.70 Q.51 47148 01187 174 148 147 131 13.8 14.7 (0.20) 13.0 (0.40)
Stryker Com, 0.75 0.58 480582 0.1180 230 239 259 5.7 231 243 0.78 244 1.4
Tecumseh Products ‘A’ 0.70 054 4.2635 0.1047 98 134 68 4.4 55 79 {0.90) 8.5 {0.90)
Tennam Co. 0.685 44 3.8181 0.0937 18.3 17.7 182 74 8.0 142 {0.28) 155 {0.04)
Thomas Inds. 073 .80 44202 6.4085 128 42.5 135 18 10.4 122 {0.46} 1935 {0.78)
Thomburg Mig. 075 0.5% 4.5342 C.i143 73 8.2 9.2 110 4.4 10.0 (0.68) 159 {¢.11)
Tera Co. .85 07 3.7808 0.0928 18 125 143 148 174 124 (0.47) 180 .11}
Universal Corp. Q.68 0.40 4.015% 0.0%88 228 e a7 4 181 2241 0.5% 18.0 0.3
Vaispar Corp. 0.85 072 4.0554 0.0988 ra 4 03 188 78 183 7.2 0.0% 135 0.33)
Varian Medica! Sys. 0.80 088 45718 01283 13.2 45 186 1.2 19.8 14.9 (0.18) 230 1.03
WD-40 Co. Q.55 025 40863 0.1003 338 8.3 e oK) s 35.8 1.85 220 a.88
Wendy's intl .60 0.38 42679 0.1048 139 15.6 181 188 175 E 16.4 {0.03) 155 {0.04)
Average far the Non-Utliity Group 0.72 0.54 4,2868 0.1054
Average for the Proxy Group of Seven
. A, Tumer Water Companles 0.83 C.43 4.2628 (10) 0,1044
Meen . 15.3% 14.6%
oG g
Canclusion (8) ‘ —50% ) 8%
' ]
C2E
Conservative Mean (7) . 13.6% 13.5% c z
138% (8) 9“ 2 2
| -t
Canservatlve Conclusion (8) — [+)] oW

Sen pages § and § for notes.
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Comparnble Eamings Analysis
for a Praxy Group of Seventy-Five Non-Utility Companies Comparable to
Xy nlilties Selected on the Bas &R Relative Qistance
Rats of Return on Net Worth
Praxy Group of Seventy-Flve Non-Utikty 5-year Average (2) E-Year Projected (3)
Compmnies Comparable to the Praxy Group of Resldual Standard
Thirteen Utlitias Selected on tha Basis Adj. Unad], Standard Ceviation Student's Student's
Leust Retative Distanca (9) Beta Bata Error of Beta 1998 1939 2000 2001 2002 Pereent T-Tast Percemt T-Teost
2181 Century Ins. Group 3.40 0.66 4.0288 0.0939 129 % 121 % 18 % 37 % 74 % 76 % (C.88) 136 % (0.44)
ABM Incustries Inc. 0.75 058 4.2830 01654 13.8 14.0 137 125 121 13.2 (0.44) 165 (020)
Abbott L abs. 0.85 0.7 4.1194 0.5014 4.8 47 325 325 304 42 152 278 123
Albemaria Corp. Q.90 0.78 3,998 0.0980 18.8 166 17.2 117 286 E 16.4 {0.23} 16.5 {0.20)
Alexander & Baldwin o.8c 0.64 3.8606 0.0874 8.6 10.8 113 9.5 64 93 $0.80) 13.0 {0.50)
Alliant Techsystems 055 0.28 4.2350 0.1040 57.0 56.1 34.2 15,5 185 E %3 172 200 0.33
Anheuser-Busch 080 0.34 3.4644 0.0350 293 358 378 420 645 E 39.8 (4} 2058 375 (4) 242
Annaly Mortgags Mgmt, 0.7e 0.52 4.0443 0.0993 123 178 12.2 138 203 152 {025 16.% {0.08)
Archer Daniels MidTd 065 0.43 3.5185 00982 68 45 48 6.1 68 58 (1.13) 9.0 {0.58}
Bante Comp, 0.70 0.52 3.7234 0.0914 12.9 15.4 16.8 14.2 133 143 {0.34) 1.0 (0.74)
Bard (G.R.] Q.80 .65 3.9623 0.0873 6.8 205 264 182 20.1 182 o112 20.0 0.33
Berry Petroleum "A' 0.66 0.42 4.3000 ©.1056 45 158 258 143 17.5 15.5 0.22) 125 (0.56)
Bob Evans Fanms 075 0.60 42986 C.1085 t2.2 123 1.1 125 130 E 12.2 (0.53) 125 (D.56)
CLARCOR Ing, 0.7% 0.60 3.8987 £.0954 172 16.8 16.6 163 14.8 18.1 0.17) 13% {0.44)
Catelius Development 0.80 or 3,3478 0.0822 122 119 16.2 2 18.4 16.2 (6.18) 135 (D.44)
Chemed Corp, 0.80 0.36 3,6001 0.0884 89 9.3 2.6 5.8 &3 7.9 (0.83) 120 (0.62)
Claeinratl Financial 0.86 o 3.8578 0.0947 43 47 20 32 G4 39 (1.31) 80 (1.10}
Cocn-Cola 070 0.49 4.1280 0.1013 420 3490 39.4 350 365 E 374 1.82 310 1.64
Commerclal Metals 0.85 0.72 3.55%0 0.0972 1.2 13 11.0 5.6 a9 9.4 (0.79) 9.0 (0.98)
ConAgra Foods 0.85 .40 4.1268 0.1013 228 239 270 174 18.2 21.8 038 198 0.27
ConocePhilips 0.85 072 3.7207 0.0913 280 0.5 8.4 114 5.% 127 {C.49) 85 {0.92)
Grascent Resl Ent, 0.85 07z 37267 0.0813 78 20 8.3 12 48 7.4 {0.98) 15 {0.68)
Curtiss-Wright 0.65 .41 38052 0.0956 127 123 13.1 146 10.4 120 (0.65) 120 (0.52)
Dentsply it Q.88 C.40 4.2518 0.1044 9.4 19.2 19.4 18.0 178 E 18.7 0.07 164 {0.08)
Ceraldsan Ca. .50 0,79 4.2028 032 23 238 LE] 27 27 235 p.52 215 0.51
Darnaly {R.R.) & Sons 0.9 077 3.4354 Q.0843 210 25.0 215 185 1858 E 210 0.29 255 0.99
Federal Signal 099 0.78 £.2028 0.1032 18.5 16.3 16.1 130 "e 16.1 {0.26} 17.%5 0.04
" Ferra Carp. 0.4c 0.66 38790 0.0952 245 2486 237 130 83 1890 0.10 18.0 010
Fortune Brands .80 0.78 4.1988 0.1031 . 7.2 124 174 17.8 212 15.1 (0.26) 180 Q.10
Franiin Blectrlc 048 0.0 3.6865 0.0908 271 278 2089 220 210 238 0.5% 165 {0.08)
Gatiagher (Arthur J.) 080 Q.79 42317 0.1040 278 278 279 337 275 E 298 1.04 220 057
Gen' Dynarmics aro 0.52 41437 0.1017 16.4 225 236 20.8 190 E 208 0.24 18.0 a0.21
Harte-Hanks 0.486 0.72 3.9880 0.0972 116 128 14.9 14.4 174 14.4 (0.38) 15.% (0.20)
Hershay Foods 0.485 0.31 38302 0.0667 319 268 281 32.9 318 30.3 118 270 117
Hesplality Properties 0.85 0.70 33586 0.0824 78 74 85 82 a7 81 (0.92) 90 (C.98})
Intl Favers & Frag. 0.75 .56 40174 0.0986 2186 220 237 25.8 286 E 243 0.60 ta.5 C.15
Johnson & Johnson 075 .58 34662 0.0851 74 260 255 243 280 E 28.2 .78 200 0.33
Kalogg 056 0.25 3.964% 0.0973 é17 745 728 611 798 €99 (4) 4.88 525 (4) 420
mbery-Clark 070 0.48 3.5253 4.0885 348 ] 31.2 30e Lk ] ne 131 270 1.47
Hirby Cop. 085 0.70 40622 00957 15.9 10.4 130 932 120 € 129 10.47) 12.0 {0.62)
Lancaster Colony 075 058 4.3038 0.1057 234 229 248 198 166 214 0.33 18.5 {0.08)
Lance Inc. 0.85 0.28 3.8774 0.0952 14.8 13.7 128 134 108 E 13.0 {0.46} 15.0 0.26)
Lawson Products 0.45 0.27 37484 0.0920 136 159 183 37 80 £ 128 {0.50) 135 (0.44)
Marathon Oll Garp, 0.80 068 42028 0.1051 74 20 270 267 10 E 182 (0.46} 13.0 (0.50) } Q g
McClatehy Co, 0.80 0.68 3.8007 0.0033 7.8 94 23 63 H5E a8 {0.85) 110 {0.74) Qo=
McGraw-Hiil 080 0.63 34217 0.084C 220 27 2682 259 276 5E 250 0.68 235 0.75 [ =
Minerals Techn, 0.80 0.69 4,0880 0.0096 1.7 128 128 102 9.1 113 {0.62} 15 {0.88) w g- -
Murphy Qil Corp, 048 0.72 4,1054 0.1008 45 24 243 176 64 124 {0.51) 120 {0.62) Q a- =
New Plan Exesl Rty Q.70 Q.48 3.5680 0.0874 a1 8.2 79 10 78 82 {0.81) 10.6 {0.80) - Q
Qecldental Peirgleurn 0.40 0.89 3.7938 0.0931 az 7.3 27.8 238 180 E 156 {0.21) 13.0 0.50) o) -m‘ w
Oxford inds, 040 068 4.2335 0.1039 18.4 171 143 8.1 5D 124 (061} 120 {0.62)
PepsiCo Inc. 065 0.46 34798 0.0952 276 268 301 348 355 E 3038 1.2 385 (4) 2,65
Populer Jnc. 0.80 0.68 3.3677 0.0827 125 14.2 13.8 134 148 137 [0.39) 185 (0.20)
Quaker Chemical .75 Q.80 3.8801 0.0862 18.2 189.0 202 168 180 E 178 (0.03) 25 063

RLI Corp. 0.7 0.54 3.3659 0.0834 96 10.7 a8 g0 84 83 (0.50) 10 (0.74)




Comparable Eamings Anatysis
far a Proxy Graup of Seventy-Flve Non-Utlity Companies Camparabla to
A L 3 sglecteq Basis of :| o §ln

Rate of Retum an Net Warth
Praxy Group of Sevarty-Five NonUtllity Syear Averaga (7} 5 Year Projected (3]
Companies Commparable to the Praxy Group of Residual Standard
Thirteen Litiijas Selected on the Basis Ad. Unadj. Standard Deviation Student's Student's
Least Relative Distance {9) _Beta _Betm  _ Emor of Beta 1008 1989 2000 2001 2002 Percant T-Test Percent T-Test
Rakerp Holdngs 066 .41 41730 0.1024 104 11.2 10.8 9.9 123 10.9 {0.85) 12,0 (0.62)
Roling Inc. 0.7% .61 3.8751 0.09%9 40 10.0 122 19.8 2949 16.2 10.25) 205 0.39
Ruddick Corp. 0.70 0.51 4.2280 0.1038 1.4 1.4 408 1048 123 13 (0.62) 115 (0.88)
SLM Corporation 0.85 0.75 42135 0.1034 64.7 479 348 373 400 E 43.7 (4) 2,60 48.0 (4) 343
Selective Ins. Group 075 0.55 3.9875 0.0979 a8 94 46 4.5 84 E 87 (1.05) 10.5 (0.80)
Sensient Tachn. .65 047 8717 0.0801 17.9 186 187 15.1 170 E 171 0.G7) ’ 16.6 (0.08)
Srnucker (J.M.) 0.60 039 3.883€ 0.0963 116 11.4 13.4 122 85 E 114 {0.61) 98 (.92)
Standex Inf1 073 0.58 4 1687 0.1023 193 189 18.5 145 1.4 16.5 {0.13) 17.0 (9.02)
Sysco Corp. . 075 0.58 3.8367 0.0883 228 254 258 2718 e 0 085 285 1.35
Tecumaeh Praducts 'A 070 0.54 42839 0.1047 K] 131 86 44 85 78 (0.93) 95 {0.92)
Tannart Ca. ass Q.44 818 Qa.0037 183 7T 182 78 30 142 (0.35) 195 {0.20)
Tora Co. c.a5 473 3.7808 00925 18 12.5 143 148 17.4 121 (0.54) 15.0 (0.26)
Trizec Properies 0.80 5.63 3.4888 0.0832 56 7.0 49 144 56 74 {0.88) 75 (1.18)
Urtversal Carp. 0.65 0.40 4.0158 0.0986 238 238 237 214 18.1 221 0.39 18.0 .10
Unacal Corp. 0.85 0.76 40426 0.0992 59 52 286 18.2 10 13.6 {0.40) 1%5.0 (0.26)
Valspar Corp. 0.85 072 406584 0.0996 21.2 208 19.8 78 163 17.2 (0.07) 138 (0.44)
WD-40 Co, 056 025 40883 0.1003 398 383 389 06 305 b8 167 229 Q.57
Washington Federal 088 035 33248 0.0818 a.1 85 83 80 7.5 6.4 (1.07) 75 (1.8)
Wendy's Intl 060 038 42679 0.1048 13.9 6.8 181 188 175 E 16.4 (0.14) 155 (0.20)
Waest Pharmac, Sves, .85 0.48 3.3528 0.0833 16.3 187 83 11.8 95 E 123 (0.52) 165 {0.08)
Avarage for he Mon-Litity Group 0.74 0.57 3.8983 0.0957
Average for the Proxy Group of Thirtesn Utiiiles
Selocted on e Basls of Least Relafva Distance (Xt} 0.51 3.8036 {10)  0.0934
Mean 16.9% 15.7%
Conchsion (8) 16.3% _ (6)
Consarvative Mean (7} 13.1% 13.4%
Congervative Conclusion (8) 13.3% @)
Sea page 3 for notes,
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Exhibit No. 3
Schedule 15
Page 5 of 6

Consumers lllinols Water Company
Comparable Earnings Analysis

E = Estimated

Notes: (1)

@
)
@)

®)

6}

@

&

@

The criteria for selection of the proxy group of ninety-six non-utility companies was that the
non-utility companies be domestic and have a meaningful rate of return on net worth, common
equity of partners’ capital for each of the five years ended 2002 or projected 2005 -02007 /
20062008 as reported in Value Line Investment Survey (Standard Edition). The proxy group
of ninety-six non-utility companies was selected based upon the proxy group of seven C. A,
Turner water companies’ unadjusted beta range of 0.12 - 0.74 and residual standard error of
the regression range of 3.6921 —4.8135. These ranges are based upon pius or minus three
standard deviations of the unadjusted beta and standard etror of the regression as detailedin
Ms. Ahern’s accompanying direct testimony. Plus or minus three standard deviations captures
99.73% of the distribution of unadjusted betas and standard errors of the regression.

Ending 2002.
2005 - 2007 / 2006-2008.

The Student's T-statistic associated with these returns exceeds 1.96 at the 95% leve! of
confidence. Therefore, they have been excluded, as outliers, to arrive at proper mean
historical and projected returns as fully explained in Ms. Ahern’s accompanying testimony.

The standard deviation of the proxy group of seven water companies’ residual standard
deviation is 0.1869. The standard deviation of the residual standard deviation is calculated as
follows:

Standard Deviation of the Resid. Std. = Residual Standard Deviation
2N

where: N = number of observations. Since Value Line betas are derived from weekly price
change observations over a period of five years, N = 259

Thus, 0.1869 = 42528 = 42528
' ¥518 22,7596

Mid-point of the arithmetic mean of the historical five year average and five year projected rate of
return on net worth.

Arithmetic mean of historica! five year rates of reiurn and five year projected rates of return on net
worth, common equity of partners’ capital excluding those above 20% and below the prospective
yield of 7.2% on A rated Moody's public utility bonds (from page 1 of Scheduie 13 of this Exhibit).

Mid-point of the arithmetic mean of historical five year rates of return and five year projected rates
of return on net worth, common equity of partners’ capital excluding those above 20% and below
the prospective yield of 7.2% on A rated Moody's public ufility bonds (from page 1 of Schedule 13
of this Exhibit).

The criteria for selection of the proxy group of seventy-five non-utility companies was that the
non-utility companies be domestic and have a meaningful rate of return on net worth, common
equity or partners' capital for each of the five years ended 2002 or projected 2005 ~-02007 / 2006—
2008 as reported in Value Line Investment Survey (Standard Edition). The proxy group of seventy-
five non-utility companies was selected based upon the proxy group of thirteen utilties selected on
the basis of least relative distance’s unadjusted beta range of 0.23 - 0.79 and residual standard
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Consumers lllinois Water Company
Comparable Earnings Analysis

error of the regression range of 3.3023 — 4.3049. These ranges are based upon plus or minus
three standard deviations of the unadjusted beta and standard error of the regression as detailed in
Ms. Ahern’s accompanying direct testimony. Plus or minus three standard deviations captures
99.73% of the distribution of unadjusted betas and standard errors of the regression.

(10)The standard deviation of the proxy group of thirteen utilities selected on the basis of least refative
distance’s residual standard deviation is 0.1671. (0.1671 = 3.8036/22.7596 ).

Source of Infformation: Value Line, Inc., March 14, 2003
Value Line Investment Survey (Standard Edition)




